Insurance of Work-related Injuries in the Conditions of the Czech Republic  by Ducháčková, Eva
 Procedia Economics and Finance  25 ( 2015 )  200 – 207 
2212-5671 © 2015 Published by Elsevier B.V. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/4.0/).
Peer-review under responsibility of University of Economics, Prague, Faculty of Finance and Accounting
doi: 10.1016/S2212-5671(15)00730-3 
ScienceDirect
Available online at www.sciencedirect.com
16th Annual Conference on Finance and Accounting, ACFA Prague 2015, 29th May 2015  
Insurance of Work-related Injuries in the Conditions 
of the Czech Republic 
Eva Ducháþkováa*  
aUniversity of Economics, Prague; Department of Banking and Insurance, W. Churchill Sq. 4, Prague 130 67, Czech Republic  
Abstract 
Work-related injuries can have serious consequences for employees, often long-term. Currently, in the Czech Republic is the 
current issue of the future shape of financial instrument to deal with the consequences of work-related injuries. Insurance 
required by law, which is at present in connection with claims of work-related injuries is not relevant, from an economic 
perspective and from the perspective of prevention of work-related injuries. Therefore, it is considered for solving two basic 
solutions: inclusion in social insurance or use of commercial principles (compulsory contractual insurance). This article analyzes 
the various possible solutions, also in the context of the experience of other countries. 
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1. Introduction 
The risks of work-related injuries and occupational illnesses are considered to be significant from the point of 
view of their impact on employees. From the legal point of view, it is the employer who is liable for these events. 
Financial compensation for the consequences of work-related injuries is provided for in different countries by 
various forms of security. In the conditions of the Czech Republic the consequences of work-related injuries are 
currently resolved through a system of Insurance required by law, which, as an operation commissioned by the state, 
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is carried out by two commercial insurance companies. This approach is in conflict both with insurance theory and 
the general principles of the functioning of commercial insurance. Entrusting the task in question to selected 
insurance companies means giving them a privileged position. Abroad, the different approaches to dealing with the 
consequences of accidents at work, either based on the principles of social insurance and commercial insurance. The 
aim of this article is to analyze the situation regarding the consequences of work-related injuries in the conditions of 
the Czech Republic, and to analyze and evaluate the various approaches to the financial resolution of the 
consequences of such injuries. 
2. Possible approaches to the resolution of the consequences of work-related injuries 
Security in cases of work-related injuries was considered, in the past, to be a social priority, which led to  priority 
being given to work-related injuries – insurance for work-related injuries was the first branch of workers’ social 
insurance to develop (Vostatek, 2000). Various approaches to the security of compensation for work-related injuries 
have been developed over the years.  
There are, in theory, two basic approaches to the problem of work-related injuries and occupational illnesses 
(Vostatek, 2000). 
1. social insurance – This is financed by contributions paid by both employees and employers, and may be 
supported by state subsidies (when work-related injuries are resolved with the emphasis on finance from the 
side of the employer). So-called continuous financing is used. The claim to payments from social insurance by 
the insured parties is based on the payment of insurance premiums or on the length of time of employment; a 
solution within the framework of social insurance means that compensation for work-related injuries and 
occupational illnesses is administered by the state or a public institution, and the insured party is the employee, 
as in other areas of social insurance, and employers pay social premiums and do not pay compensation to their 
employees. The insured parties therefore have the right to claim social benefits provided by the relevant state 
institution. Payments outside the framework of accident insurance would have to be covered by voluntary 
additional insurance, as is the case in other areas. 
2. company provisions, which fall into the following two types, according to the form of security a company has 
for the eventuality of work-related injuries:  
a. Company provisions without the use of insurance. This means that the company provides its employees 
with social security payments from its own resources (from its current income or from appropriate reserves 
created to cover the payment of benefits) according to law or on the basis of an agreement with its 
employees;  
b. Company provisions with the use of insurance (insurance to cover the employer’s liability for damage 
arising from work-related injuries). Nowadays, this type involves the mandatory contractual insurance of 
the employer, which functions on a commercial basis, which means that the employer is obliged to take out 
insurance from one of the commercial insurance companies which offer third party insurance. Third party 
insurance is offered by commercial insurance companies in accordance with the technical principles of the 
insurance business. 
 In relation to social security benefits, compensation for work-related injuries and occupational illnesses can take 
two different forms:    
x A completely independent system of benefits, which provides full security in the case of an injury. 
x A system which supplements pension, sickness and other benefits paid irrespective of the cause of inability to 
work. 
In Europe, there are two systems of insurance for cases of work-related injuries and occupational illnesses: 
- A system in which the main responsibility is borne by state institutions. Such a system operates, for example, in 
Germany, Italy, Austria, France (Mesršmíd, 2012). This model focusses mainly on work-related injuries (as 
well as occupational illnesses). 
- A system based on the activity of private subjects (commercial insurance companies) – Such a system operates, 
for example, in Great Britain, Portugal, Belgium, Finland and Denmark (Mesršmíd, 2012). The commercial 
model deals with all injuries within a single system and does not make great distinctions between them. The 
202   Eva Ducháčková /  Procedia Economics and Finance  25 ( 2015 )  200 – 207 
 
insurance company reacts in the same way whether an employee has broken his arm working in a factory or 
while doing the cleaning at home. This model spread rapidly through Western Europe mainly because, in the 
course of the last few decades, the proportion of different types of injuries has been reversed – while, in the 
past, accidents at work predominated, nowadays injuries incurred outside the workplace are more common. 
This model is transparent and has balanced tariffs. 
 
Both systems have their pros and cons. The advantage of the public systems is, above all, that they maintain 
continuity with a minimal risk of collapse. Their disadvantage is that they are generally slower in settling insurance 
claims. The advantage of the private systems lies in the insurance companies’ experience with settling claims and 
their ability to adapt quickly to changes in the work environment. Their disadvantage is that they offer no guarantee 
of continuity. 
In the Czech Republic there is currently a system of Insurance required by law, for the liability of the employer 
for losses arising from work-related injuries and occupational illnesses. The establishment of Insurance required by 
law was justified by the necessity to cover losses arising from work-related injuries or occupational illnesses while, 
at the same time, respecting the Czech Republic’s international legal obligations arising from the conventions of the 
International Labour Organisation, which impose the obligation to ensure compensation for work-related injuries 
and occupational illnesses even in cases where the employer has ceased to exist and has no legal successor, or when 
the employer is insolvent.    
3.  The current situation in the conditions of the Czech Republic 
The current system of insurance was established at the beginning of the 1990’s as a temporary solution at a time 
when thousands of new companies were appearing on the scene and it was necessary to provide cover for their 
employees in cases of work-related injuries or occupational illnesses. This temporary system was meant to be 
transformed several times. Indeed, there was already a separate functioning insurance company with salaried 
employees which was meant to administer a transformed system of accident insurance instead of the two 
commercial insurance companies. 
The employer’s liability for a work-related injury or occupational illness is an objective liability. This means that 
there is no requirement to prove the employee’s fault or any illegal act, merely the existence of an objective fact. 
The employer is liable for losses arising from a work-related injury, even if he has broken no legal obligation or 
directive. It is enough that one of his employees has suffered an injury while carrying out a task at work or in direct 
connection with it. This is so-called objective liability, according to which the employer is liable for the incident and 
its consequences. The generally binding legal document which governs statutory insurance for the employer’s 
liability for work-related injuries and occupational illnesses is the currently valid version of the Labour Code, which 
sets the conditions for the establishment and operation of statutory insurance for the employer’s liability for losses 
arising from work-related injuries and occupational illnesses. The conditions for Insurance required by law are 
governed by the accompanying decree of the Ministry of Finance (Decree of the Ministry of Finance no. 125/1993 
Sb.). 
Insurance for the employer’s liability for losses arising from work-related injuries or occupational illnesses takes 
the form of statutory insurance, which gives rise to the way in which it is financed.  
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A consequence of the conception of Insurance required by law and its structure is the fact that, strictly speaking, 
it is not really insurance, but, rather, from the point of view of the operating insurance companies, an operation 
commissioned by the state. The employer is obliged to take out an insurance policy for a specified type of insurance, 
as well as to pay premiums to the appropriate insurance company at a specified tariff and according to a specified 
timetable. The nature of the Insurance required by law means that its operation was entrusted to specifically 
identified insurance companies. Those companies are ýeská pojišĢovna (which at present has an approximately 20% 
share of the volume of received premiums, see Figure 1.), and Kooperativa (80% of the volume of received 
premiums, see Figure 1). At the same time, because of the statutory nature of the insurance, these two insurance 
companies cannot compete with each other, because they have precisely defined classes of employers to whom they 
can provide insurance, and strict rules for operating. Kooperativa’s rising share stems from the change in the 
structure of the market (ýeská pojišĢovna administers insurance for companies which had already taken out 
insurance for liability for work-related injuries before 1993).      
 
Source: Annual report of the Czech Insurance Association, information on the insurance market, available at  www.cap.cz 
Fig. 1. Proportion to the volume of received premiums in % - ýeská pojišĢovna and Kooperativa. 
The insurance is not operated using an insurance method, but rather a kind of combination of an insurance 
method and a budget method. In practice, it is financed continuously on the principle of intergenerational solidarity. 
The operation of statutory insurance of the employer’s liability for losses arising from work-related injuries or 
occupational illnesses is regulated as a non-profit making business (commercially based insurance with a state 
guarantee). In reality this means that any losses incurred by the insurance companies during the operation of this 
type of insurance are covered by the state budget, while, on the other hand, any surplus they may have from the 
operation of insurance, is transferred by the companies to the state budget. The administrative costs incurred by the 
insurance companies are fixed (see Table 1). At the same time, the premium tariffs are regulated (Decree of the 
Ministry of Finance no. 125/1993 Sb.,). The level of the premium is set as a percentage of the tax assessment base 
(the employees’ gross earnings), and is differentiated according to the main economic activity of the employer (it 
ranges from 2.8 per mille of the tax base to 50.4 per mille of the tax base, according to the risk level of the economic 
branch in question). 
One significant deficiency of Insurance required by law is its economic basis. The mechanism functions on the 
principle of continuous financing: the received premiums are used up during the appropriate year to pay 
compensation and to cover administrative costs (the difference between the received premiums and costs is made up 
by the state budget). The system does not, therefore, allow the entrusted insurance companies to create the technical 
reserves necessary for the payment of long term compensation payments (annuities) in the future. The system does 
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not, therefore, anticipate the basic technical insurance principles and the basic theoretical principles for the 
functioning of insurance as a category of activity (Ducháþková, DaĖhel, 2012). In the light of the fact that 
compensation is predominantly in the form of annuities (payments of compensation often spread over a long period 
of time), this “non-insurance” approach generates future commitments, for which adequate technical reserves have 
not been created, which means future commitments for the state. From the point of view of the functioning of the 
insurance business as an economic category, the approach to the setting of premiums does not correspond to the 
basis of the business: fixed premium tariffs (arising from the statutory nature of the insurance) do not allow the 
insurance companies to vary insurance premiums according to the risk level of individual employers, that is, to base 
the premiums on the size of the risk, which would be in line with insurance principles. It also makes it impossible to 
influence the size of the risk through the individualization of premiums on the basis of the level of risk of an 
employer and his insurance history. 
 Table 1. The estimated sizing of the administrative costs. 
period percentage of the size of the administrative costs of premium 
income 
1993-1994 29,5 % 
1995-2001 25,0 % 
2002- 2011 13,5 % 
2012 - 2014  9,0 % 
2015 -   4,0 % 
Source: Decree of the Ministry of Finance No.  125/1993 Sb., which sets out the conditions and rates of employer liability insurance for damage 
accident at work or occupational disease, as amended, section 16,  Labour Code as in effect from  1.1. 2013, section 365, paragraph 2  
 
The level of compensation provided in cases of a work-related injury or occupational illness does not sufficiently 
motivate the injured party to return to work, and, likewise, does not motivate the employer to take effective 
measures to prevent work-related injuries. The original motivating element, that is the participation of the employer, 
was abolished by an amendment of the law in 1995. Today’s system of compensation for work-related injuries is 
defective because it is practically impossible to ascertain whether all those who should pay premiums do so, whether 
they pay the amount stipulated by law, and whether the compensation paid out is at all justified. The current version 
of statutory insurance does not, therefore, contain certain important elements which are found in similar laws in 
other countries, for example incentives for employers to take preventative measures which lead to a reduction in the 
number of work-related injuries and occupational illnesses. At the same time, the law makes it impossible for the 
insurance companies to engage in the prevention of work-related injuries and occupational illnesses. 
Table no.2 shows the development of the amount of premiums received and the costs, both of compensation 
payments and administration. The amount of premiums is rising (in 2002 the more marked growth was the result of 
a change in the insurance tariff), while on the other hand there has been a long-term decline in the number of 
insurance events (see graph no.2), although the volume of compensation paid out is rising (as a result of an increase 
in compensation tariffs in 2002, when various changes took place to the rules governing the size of compensation).  
The current set-up in the Czech system of Insurance required by law also does not fulfill the requirements of the 
European Union to protect economic competition. During the negotiations on the accession of the Czech Republic to 
the European Union and the harmonization of Czech law with the laws of the EU member states it was noted several 
times that the legal system of the Czech Republic, in unprecedented fashion, gives precedence to two commercial 
insurance companies by allowing them to operate statutory insurance. The EU demanded a change in the law to 
allow all insurance companies to operate that form of insurance, or, alternatively, to exclude the insurance 
companies and transfer statutory insurance to the state.  
4. New approaches to a solution 
The Act on In theory, there are several approaches to resolving the situation relating to work-related injury 
compensation which can be considered, based, above all, on theoretical models for resolving the consequences of 
work-related injuries. 
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From a practical point of view there are two possible options: 
- a commercially based solution, that is, the operation of insurance on commercial principles involving the 
opening-up of insurance to other companies, 
- the allocation of cover for work-related injuries to social insurance. 
It is the second option that was selected within the framework of the Law on Employees’ Accident Insurance 
(Act no.  266/2006 Sb., on employees‘ accident insurance. This law was passed, but did not take effect, It was 
postponed first until 2010, then 2012 and then until 1. 1. 2015), where, on the basis of this amendment, 
compensation for work-related injuries is regarded as an element of social insurance. This approach to a solution 
means that people injured at work (or suffering from an occupational illness) receive social benefits irrespective of 
their individual Employees’ Accident Insurance changes the existing concept of the provision and legal regulation of 
statutory insurance of the employer’s liability for losses arising from work-related injuries and occupation illness in 
line with the position adopted by the Czech Republic during the negotiations on the conditions of the Czech 
Republic’s accession to the European Union, leading to a shift to insurance within the framework of the social 
system, which is formulated as insurance complimentary to the statutory system of social security. Accident 
insurance should complement health insurance, sickness benefit and social security.  
In cases of work-related injuries and occupational illness, the Czech Administration of Social Security (ýSSZ) 
would make regular payments of compensation directly to the injured employees. This compensation should 
therefore be a form of social accident insurance with its own system for providing payments, in which insurance 
events and compensation for losses are replaced by a social event and social payments, which may be smaller in 
value than in the current system. The basic feature of the new system of insurance is that it introduces a system of 
payments similar to that used in social security, which, from the point of view of the employee, maintains the 
current set-up, in which the employee does not have to demonstrate that his work-related injury or occupational 
illness was the fault of the employer. 
This approach means the introduction of the principle of general solidarity. When the level of compensation is 
set, no regard is given to the loss of income incurred, and the type of work carried out by the injured party is 
immaterial. An employee who suffers 35% damage to his health, without regard to the resulting disability, receives 
only a one-off payment, not an annuity, while, at the same time, a ceiling is set for compensation payments.  
The Act on Employees’ Accident Insurance means a fundamental systemic change which transfers responsibility 
for operating accident insurance to the state. It is a complete transformation of the nature of compensation. 
Furthermore, there are concerns that the damage level of the employees  will be legally enforceable compensation 
for damages in excess of social benefits. 
 
Table 2: The indicators of employer liability insurance for work injuries and occupational diseases 
year Premium income in CZK 
million 
 
Insurance benefits in 
CZK million 
 
Administrative expenses in 
CZK million 
1995 1 656,5   588,3 432,7 
1996 1 922,2   883,8 480,6 
1997 2 151,3 1 180,0 537,8 
1998 2 181,9 1 460,3 570,5 
1999 2 356,0 1 650,8 589,0 
2000 2 402,2 1 639,8 600,5 
2001 2 618,7 1 849,1 654,7 
2002 4 067,3 2 079,2 549,1 
2003 4 297,0 2 416,0 580,1 
2004 4 551,0 2 595,6 614,4 
2005 4 859,3 2 713,9 656,0 
2006 5 199,6 2 973,3 701,9 
2007 5 675,9 3 098,8 766,3 
2008 6 222,4 3 269,1 840,0 
2009 6 139,9 3 397,8 828,9 
2010 6 094,1 3 317,7 822,7 
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2011 6 285,6 3 502,7 848,6 
2012 6 408,1 3 587,8 576,8 
2013 6 423,8 3 571,1 578,1 
2014 6 481,9   
Source: Annual report of the Czech Insurance Association, information on the insurance market, available at  www.cap.cz 
5. The compulsory contractual form of insurance of liability for losses arising from work-related injuries 
The second option is to solve the problem using commercial principles – that is, to implement compulsory 
contractual insurance. This approach enables the implementation of the employer’s liability for losses arising from 
work-related injuries in full. At the same time, this system enables the use of the classic concept of the insurance 
product with all its characteristic features. The insurance of liability for losses makes it possible, at the same time, to 
look to an amendment in the Civil Law Code which is based on the principle of compensation for losses incurred to 
property and other losses (a worsened position in society, pain, mental suffering). A system of commercial insurance 
means individual assessment of the risks of each employer by the insurance company (with preferential treatment 
for employers who actively engage in the prevention of work-related injuries and occupational illnesses), the use of 
incentives, such as participation, or a “bonus malus” system (no claims bonus). At the same time, the 
implementation of classic insurance principles enables active risk management.  
Another important fact for the implementation of this type of solution is that the commercial insurance market is 
one of the most regulated branches of the economy. A similar change was implemented from the year 2000 onward 
within mandatory insurance for liability for losses incurred through the use of vehicles (Ducháþková, 2011); that is, 
a move from statutory insurance to compulsory, contractual insurance. That means: 
- the employer’s obligation to take out third party insurance, 
- compensation according to insurance for liability for losses, in its current form (compensation for lost income, 
for losses to property, for physical pain suffered, for damage to social position etc), 
- compensation paid directly to employees who have suffered a loss, 
- the introduction of a limit to compensation, the employer’s participation in compensation, and the 
implementation of the bonus-malus system (no claims bonus) 
- monitoring of the ability to fulfil commitments, within the framework of regulation of the insurance business 
and with regard to fixed amounts of compensation and the creation of reserves for future payments of 
compensation, 
- the creation of a guarantee fund to cover events which have no connection with existing insurance contracts 
(failure to fulfil the obligation to take out insurance etc.), and the setting-up of the institution of an “Office”, 
which, as well as administering the guarantee fund, would deal with the prevention of work-related injuries and 
monitor issues connected with accidents at work. It would have a similar role to that fulfilled by the Czech 
Insurers’ Office (ýeská kanceláĜ pojistitelĤ) with regard to mandatory liability insurance for losses incurred 
through the use of vehicles. 
One problematic issue connected with the shift to a commercial approach to the resolution of work-related 
injuries and occupational illnesses is how to move to that system. Because the two insurance companies which 
currently carry out that task, in effect on behalf of the state, do not apply the technical principles of the insurance 
business, a financial deficit has arisen during the period that the current system has been in operation. This deficit 
consists of financial liabilities arising from the claims of injured parties. It stems from the failure to create technical 
reserves to cover future compensation for events occurring during the period that the system has been in use (This 
deficit ranges at present between 40 and 50 billion CZK. In the coming years of the application of statutory 
insurance in the monitored area, this deficit will grow). The question of which source to use to finance annuities 
arising from claims connected with the statutory nature of the insurance system remains unanswered. Because the 
operation is a state commission (the commercial insurance companies currently carry out a commission for the state, 
and that commission is strictly specified), the appropriate source of finance appears to be the state. There are several 
different possible solutions to be considered, each, in a different way, proposing financing from the state budget. 
The most realistic options appear to be one that proposes a one-off transfer of an appropriate amount of finance to 
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the “Office”, and another option which proposes a gradual, annual release of resources from the state budget 
(Analysis, 2012). 
6. Conclusion 
There has been a long-term attempt to resolve the consequences of work-related injuries, because the current 
solution based on Insurance required by law operated by two specified commercial insurance companies is in 
conflict with the principles of commercial insurance, and due to its character, it is not an instrument of social 
insurance either. It is a non-standard approach to the problem. On the other hand, the character and structure of 
compensation payments within this system do comply with the rules for compensation for losses arising from 
liability. A solution based on the Act on Employees’ Accident Insurance would mean a shift to compensation for 
work-related injuries based on the solidarity principle, using social security payments, meaning that the existing 
principles for compensation would be suppressed. With regard to the development and habits of the field of 
compensation for work-related injuries, the commercial approach seems more appropriate, that is, the introduction 
of a form of compulsory contractual insurance and the application of insurance principles in full. This approach is 
used to cover the consequences of work-related injuries in a number of countries. At the same time, this approach is 
attractive because it offers the possibility of incentives for employers, the prevention of work-related injuries and 
individual risk assessment, which mean a fairer solution. The main problem is the move to this system, which could 
be the basic issue affecting its implementation. It also is necessary to resolve the financing of claims for 
compensation (annuities) in the future. 
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